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FOREWORD 


In a rapidly changing global trade 
environment, the international 
competitiveness of Canadian 
industry is the key to survival and 
growth. This Industry Profile is 
one of a series of papers which 
assess, in a Summary form, the 
current competitiveness of 
Canada's industrial sectors, taking 
into account technological and 
other key factors, and changes 
anticipated under the Canada-U.S. 
Free Trade Agreement. Industry 
participants were consulted in the 
preparation of the papers. 

The series is being published 
as steps are being taken to create 
the new Department of Industry, 
Science and Technology from the 
consolidation of the Department 
of Regional Industrial Expansion 
and the Ministry of State for 
Science and Technology. It is my 
intention that the series will be 
updated on a regular basis and 
continue to be a product of the 
new department. | sincerely hope 
that these profiles will be 
informative to those interested in 
Canadian industrial develooment 
and serve as a basis for discussion 
of industrial trends, prospects and 
Strategic directions. 
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Canada 


Introduction 

Canadians are served by a well-developed financial system in which a 
variety of institutions provide a diverse selection of services within the four 
pillars of the financial industry. The four pillars are banks, trust companies, 
insurance companies and securities firms. Increasingly, different types 

of financial institutions have been expanding the range of services they 
provide to business and the public. This profile describes the activities 

of the Canadian insurance industry, defined as Canadian companies 

which assume risk in return for receiving premiums. Even though 
insurance companies have been expanding and redefining their markets, 
the focus Is on their core activities: underwriting insurance policies, and 
selling annuities or contracts that provide income payments at regular 
intervals for a specified length of time or for a lifetime. It does not deal 
with the insurance brokerage industry. 


1. Structure and Performance 


Structure 

The insurance industry is composed of two major sub-sectors: /ife and 
health and property and casualty (general insurance). While both exchange 
risk for premiums, the risks they assume and the markets in which they 
operate are different. The life and health sub-sector is considerably larger 
than its property and casualty counterpart. In 1987, Canada's life and health 
insurance companies held $136 billion in assets and received $40.8 billion in 
revenue. During the same year, the property and casualty sub-sector held 
$25 billion in assets and received $16.8 billion in revenue. The insurance 
industry, aS a Whole, accounted for 0.6 percent of the Gross Domestic 
Product in 1987. 

Both the life and health and property and casualty insurance sub-sectors 
consist of domestic or foreign-owned companies incorporated in Canada, 
either federally or provincially, and non-resident companies incorporated 
outside Canada that operate here on a branch basis. All federally incorporated 
Canadian and non-resident companies are subject to federal insurance 
legislation and supervised by the federal Office of the Superintendent of 
Financial Institutions (OSFI). The companies may be either stock companies 
owned by their shareholders (they are not always publicly traded) or mutual 
companies owned by their policyholders. 

The insurance industry is highly regulated. Federal regulations require 
companies to have the financial resources to meet obligations to their 
policyholders, control the entry of foreign companies and restrict foreign 
ownership of firms already operating in Canada. Other consumer protection 
measures are included in provincial legislation. Federal legislation, such as 
the Canadian and British Insurance Companies Act and the Foreign Insurance 
Companies Act, is the general model for provincial legislation in establishing 
standards of financial regulation. 
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The Office of the Superintendent of Financial 
Institutions (OSFI) has the primary responsibility 
for supervising the financial condition of federally 
incorporated insurance companies and Canadian 
branches of non-resident insurance companies. The 
Superintendent of Insurance for each province has 
the primary responsibility for supervising the financial 
condition of companies incorporated in its jurisdiction. 
Provincial regulatory bodies, in addition to their 
supervisory functions, have jurisdiction over the 
contractual provisions of insurance policies as well as 
the licensing of agents and brokers. As a result, a 
company wishing to conduct business in only one or 
two provinces usually seeks provincial incorporation, 
whereas one wishing to conduct business in several 
provinces usually incorporates federally. All federally 
incorporated companies must be licensed in each 
province in which they wish to conduct business. 

Entry into the industry is relatively easy. 
Investors wishing to incorporate a new insurance 
company must demonstrate that they have adequate 
financial resources and that management has 
expertise in the insurance industry. In practice, a 
minimum initial capital of $5 million is required to 
incorporate a new federal insurance company and 
somewhat less to incorporate a provincial insurance 
company. With the exception of the limitations on 
foreign ownership of Canadian life insurance 
companies, purchase of an existing insurance 
company Is unrestricted. 

However, the federal government has issued 
proposals to limit the ownership of insurance 
companies by investors linked to commercial 
corporations. These proposals are to be retroactive 
to the date when they were initially published, June 
1986, and are being considered In the incorporation 
of new insurance companies and any sales of existing 
companies. Exit from the industry is unrestricted, 
although if a company chooses to run off its business 
rather than sell it to another company or investor, the 
process may require some years. 

Ownership rules in federal insurance legislation 
prevent any single non-resident from acquiring more 
than 10 percent of the shares and a group of non- 
residents from acquiring more than 25 percent of the 
shares of a federally regulated, Canadian-controlled 
life insurance company. This legislation does not 
apply to property and casualty insurance companies. 
There are no restrictions on the foreign acquisitions 
of either existing or new Canadian companies in this 
sub-sector, or on the transfer of ownership in foreign- 
owned insurance companies between non-residents, 
other than those applicable under the Investment 
Canada Act. 


Life and Health 

The main products offered by the life and health 
sub-sector include individual and group life insurance 
policies, which accounted for about 31 percent 
of premium revenue in 1987; annuities, which 
accounted for about 50 percent of premium revenue; 
and health insurance, which accounted for the 
remaining 19 percent. 
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The sub-sector offers many different types of 
policies with different combinations of two basic 
elements: protection against financial hardships 
arising from death or illness and a means to 
accumulate savings. The savings component 
of some insurance policies puts life insurance 
companies in direct competition with a broad range 
of financial institutions for personal savings. 

Health insurance supplements government 
health insurance in Canada by providing extended 
health care benefits, disability income, dental 
coverage and accidental death and dismemberment 
coverage. In the United States, health insurance 
includes full health care benefits. In both Canada 
and the United States, most of this type of 
insurance is sold through group plans or mass 
marketing programs. 

In 1987, there were 165 life and health insurance 
companies in Canada: 54 federally incorporated 
companies, 23 provincially incorporated firms, and 
88 non-resident companies operating on a branch 
basis. Federally supervised companies accounted for 
more than 92 percent of the life and health insurance 
business in force. 

The life and health insurance sub-sector in 
Canada is characterized by the presence of large 
firms. In 1987, 10 life insurance companies 
accounted for 62 percent of the total net life and 
annuity premiums in Canada. Seven of the top 
10 firms are Canadian — five are mutual companies 
and two are stock companies controlled by 
Canadians. The other three are foreign companies 
with branch offices in Canada. 
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In terms of worldwide assets of leading life- 
health groups, the largest Canadian life insurance 
company, with assets of $16 billion, would rank 
about fourteenth in North America. (The largest 
North American life insurance company has assets 
of US$109 billion.) It is conceivable that, by the end 
of the 1990s, two or three Canadian companies could 
break into the top-10 ranking U.S. and Canadian life 
insurance companies. 

The life and health sub-sector is largely 
Canadian-controlled and competes successfully 
against foreign-owned firms both domestically 
and internationally. Of the $898 billion worth of life 
insurance carried in Canada at the end of 1987, 

82 percent was with Canadian-controlled life insurance 
companies, 12 percent with U.S. companies, and 

six percent with companies from the United Kingdom 
and Europe. In 1987, Canadian life insurance 
companies received premium income worth 

$17.7 billion and administered assets totalling 

$96.5 billion for the benefit of Canadian policyholders. 

Canadian life insurance companies also have 
significant business interests outside Canada, 
primarily in the United States. In 1987, they collected 
premiums of $9.6 billion abroad and invested 
$39.5 billion on behalf of their policyholders in 
other countries, again primarily in the United States. 
Canadian companies write more premiums abroad 
than foreign companies do in Canada. 

In 1987, there were 64 800 people employed in 
the Canadian life and health sub-sector. Of this total, 
38 600, or 60 percent, were engaged in head office, 
administrative, policy and claims-related work, while 
the remaining 26 200, or 40 percent, carried out 
sales-related activities. Some 30 000 administrative 
employees were at company head offices, while the 
remaining 8600 worked in company branch offices 
across Canada. 


Property and Casualty 

The main products offered by the property and 
casualty insurance sub-sector consist of protection 
for individuals and organizations against losses due 
to theft, fire or other physical damage, as well as 
insurance against liability claims resulting from 
injuries to other persons or damage to their property. 
There are many types of property and casualty 
products, each designed to cover specific classes of 
risks. The most common groupings are: automobile, 
property, liability, marine, aircraft and surety. 
Automobile is the largest. Of the $14.7 billion in 
premiums collected in 1987, automobile insurance 
accounted for 47 percent of total premium income. 
Property insurance ranked next with 34 percent. 
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There were 342 insurance companies offering 
various types of property and casualty insurance in 
Canada in 1987. (This total does not include the 
small, provincially incorporated mutual companies 
in Quebec and Ontario, which together represent 
less than five percent of the market.) Of these, 

188 were incorporated in Canada (112 federally and 
76 provincially), while 154 were non-resident firms 
operating on a branch basis. While the life and health 
sub-sector is dominated by large firms, property and 
casualty is not. Because it encompasses a much 
broader range of activities, its companies tend to 
specialize. Therefore, if one has a large market share 
in one type of insurance, its share in others will tend 
to be smaller. 

For example, the seven largest companies 
providing automobile insurance in 1987 accounted 
for 34 percent of the total market for private sector 
automobile coverage across Canada. The same 
seven were also active in other lines of insurance, 
accounting, for example, for 23 percent of all property 
insurance premiums written in Canada in 1987. 
However, only three of them ranked among the top 
seven companies writing property insurance. 

Some firms concentrate their efforts on a 
particular geographic region. For example, five firms 
were ranked number one in at least one province, 
while only two of the five were among the top 10 
across Canada. 

The property and casualty sub-sector, unlike its 
life and health counterpart, is controlled mainly by 
non-residents and does almost no business outside 
Canada. In 1987, Canadian-controlled companies 
accounted for 37 percent of total premiums; 
British-controlled companies for 22 percent; while 
American and other foreign companies accounted 
for 41 percent. 
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In 1987, 118 000 people were employed in 
the property and casualty sub-sector. There were 
46 000 people, or 39 percent, engaged in head office, 
administrative, policy and claims-related work. The 
remaining 72 000, or 61 percent, were independent 
agents who carried out the majority of the sales- 
related work. 

While most head offices are located in Ontario 
and Quebec, there are head offices and offices of 
major firms located in every province. The property 
and casualty headquarters and administrative work 
force are more widely dispersed across Canada than 
the life and health employees because local and 
regional factors are important in servicing property 
and casualty insurance products. 


Reinsurance 

An important element of the insurance industry 
as a whole Is the reinsurance business. Insurance 
companies, life and health as well as property and 
casualty, will sometimes underwrite insurance 
policies that have significant payout potential. It is 
common for these companies to attempt to reduce 
their potential payout by seeking reinsurance on 
the policy. Reinsurance companies assume a 
share of the original insurer's policy for a share 
of the premium. 

Reinsurance is more important to the property 
and casualty sub-sector, which relies more heavily 
on international reinsurance than the life and health 
sub-sector. In 1987, about 30 percent of the direct 
premiums written by property and casualty insurance 
companies was ceded to a company other than the 
one that originally wrote the risk. Approximately 
$1 billion, or one-third of the ceded premiums, was 
assumed by companies operating outside of Canada. 
The majority of these companies are in the United 
Kingdom, the European Community (E.C.) and the 
United States. 


Performance 


Life and Health 

In 1987 life insurance and annuity premiums 
written in Canada totalled $14.4 billion. They have 
increased at an average annual rate of 12.3 percent 
since 1975. Activity increased every year of 
the decade except 1982 and 1983, when there 
was a modest decline associated with the 
1981-82 recession. 

The nature of the industry, however, has changed 
significantly in recent years. As can be seen from 
the following table, its source of revenue has shifted 
from predominantly life insurance products in 1970 to 
annuities in 1987. Within the general category of 
life insurance products, the percentage of products 
owned by Canadians reflects the shift from long- 
term whole life products to individual and group 
term products. 


Source of revenue: 1970 1987 
Life insurance products 77% 38% 
Annuities 23% 62% 


Life insurance products owned: 


Whole life insurance 32% 19% 
Individual term life insurance 21% 27% 
Group term life insurance 47% 54% 


Until the 1970s, life insurance companies sold 
whole life insurance almost exclusively, in effect 
providing long-term contractual savings vehicles in 
competition with other financial institutions. They 
also sold annuities, generally group annuities for 
pension plans. This situation changed as a result 
of high and volatile interest rates and inflationary 
pressures of the 1970s, which reduced the 
marketability of whole life policies with fixed 
nominal returns. 

In response to these pressures, Canadian life 
insurance companies developed a number of new 
variable-return life insurance products (Such as new 
money policies and the universal life policy), while 
increasing their annuity and term insurance business. 

New money policies are life insurance policies 
for which the premiums are revised periodically to 
take into account current and expected rates of 
interest. Universal life policies allow premiums (less 
expense charges) to be credited to a policy account 
from which periodic charges for life insurance 
coverage are deducted and to which interest is 
credited. With a universal life policy, purchasers have 
the flexibility of buying term and investing the rest, 
while the investment remains with the company. 

Individual annuity premiums, primarily in 
Registered Retirement Savings Plans (RRSPs), now 
account for 57 percent of annuity premium income, 
which itself accounts for 62 percent of total insurance 
income. Insurance companies have shifted into 
shorter-term and more flexible whole life insurance 
products and annuities, while increasing their term 
insurance business. 

They have also shifted their emphasis from 
a traditional insurance function toward more of a 
savings function. Increasingly, they are marketing 
products that compete in the general financial market 
with the other savings vehicles (RRSPs, mutual 
funds, etc.) offered by banks, trust companies and 
securities firms. 


Property and Casualty 

Property and casualty insurance premiums have 
increased at an average rate of 10 percent between 
1976 and 1987. This represents an average real 
growth of two percent. Demand for these products 
is closely linked to the level of economic activity 
and personal wealth. Their supply is closely tied to 
interest rates and the availability of reinsurance. 
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This sub-sector is cyclical in nature, characterized 
by periods of intense price competition and rate 
cutting. This is followed by falling profits, resulting 
in periods of reduced coverage availability and rapid 
rate increases. The high interest rates of the early 
1980s and the large increases in liability policy losses 
contributed to the severity of the downturn in 
profitability during the 1981-82 and 1984-85 periods. 

Acceptable levels of profits were reported in 
1986 and 1987 following rate increases. Rates on 
some classes of business, such as product and 
professional liability, rose spectacularly. Other lines, 
such as personal property, did not increase at the 
same high rate. However, competition in the 
property and casualty sub-sector remains intense. 
Most observers believe that the recovery of the sub- 
sector is still fragile and that its underlying strength 
has not returned to pre-1980 levels. The sub-sector 
has not reported a profit on its insurance underwriting 
operations since 1978 and has become increasingly 
reliant on investment income to achieve 
net profitability. 

Consumers have shown strong resistance 
to the level of premiums necessary to ensure the 
financial health of the sub-sector. This price sensitivity 
iS proving to be a significant industry weakness. As 
a consequence, Canadian consumers face periodic 
contractions in the availability of property and casualty 
insurance, particularly liability insurance. Additional 
pressure is being exerted by provincial Crown 
corporations in British Columbia, Saskatchewan, 
Manitoba and Quebec, which provide auto insurance 
in direct competition with the sub-sector for its 
largest class of property and casualty business, 
and-by commercial consumers who are increasingly 
engaging in self-insurance. 


2. Strengths and Weaknesses 


Structural Factors 

For a domestic service industry such as 
insurance, strengths and weaknesses are more 
appropriately assessed in terms of the efficiency 
and effectiveness of its performance and Its relative 
efficiency compared to counterpart industries in 
other countries. Direct international competition is 
relevant only in a narrow context for the life and 
health sub-sector and not at all for property and 
casualty insurance. Key factors that determine the 
effectiveness of participants in the industry include 
marketing skills and the ability to meet consumer 
demands for price, service and product. 

A number of structural and regulatory changes 
have influenced competition in the financial industry. 
During the early 1980s, changes in ownership of 
non-bank financial institutions often resulted in new 
management and corporate strategies and more 
aggressive pursuit of new business. A number 
of these institutions became parts of financial 
holding companies. 
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Federal and provincial governments are reviewing 
the business powers of their respective financial 
institutions. Regulatory changes expected as a result 
will increase cross-sector competition by increasing 
the powers of financial institutions to compete in 
other sectors. Consequently, all competitors, not just 
the insurance companies, are being forced to react 
more quickly to market pressures brought about by 
current and anticipated changes. 


Life and Health 

The strengths of the Canadian life and health 
insurance sub-sector are its financial stability and 
maturity, the large capital base of its major firms, its 
entrenched position in the domestic market and its 
long-established presence In many foreign countries 
(particularly the United States, where almost 
80 percent of Its foreign business originates). 

Large life insurance companies enjoy a competitive 
advantage. Their size means that they can spread 
risks Over a wide cross-section of individuals, and 
thereby reduce both the variability of benefits and 
the size of their required reserves. In addition, an 
established reputation and large size are often 
viewed as advantageous by purchasers of permanent 
life, and group life and health insurance, because of 
the long-term nature of such contracts. 

The growth of Canadian life and health insurance 
business in the United States reflects the size and 
experience of the major Canadian firms operating 
there. In the fragmented U.S. marketplace, these 
firms rank with the major companies. They have 
the ability to create innovative and competitive 
products and are adept in the larger and less 
regulated U.S. market. Competitiveness is often 
determined by price and the United States is a 
highly price-competitive marketplace. Changes of a 
few basis points can determine the market outcome 
for many products. Firms must also offer up-to-date, 
tax-efficient products. 

Major Canadian companies in the United States 
tend to operate in target markets similar to their 
Canadian ones. For example, they may specialize 
in individual life, group pension or group health 
insurance, and build on some of their existing 
expertise before expanding their product lines. 

This tendency is particularly true of health insurance, 
which is an important line for Canadian firms 
operating in the United States, despite the heavy 
losses they have had in recent years. 

With all these factors taken into account, 
the life and health insurance firms (especially the 
larger ones) appear well positioned to compete 
successfully both domestically and internationally. 
These firms, therefore, should be able to maintain 
their domestic markets and improve their 
performance internationally, particularly in the 
United States and the United Kingdom, where the 
majority of foreign business is currently written. 
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The gradual erosion of demarcations among 
the four pillars of the financial services market has 
increased competition among them for a share of 
personal savings. The agency distribution system 
of the life and health sub-sector is better adapted to 
sell traditional life and health insurance than savings 
products. Nevertheless, life insurers offer a broad 
range of new interest-sensitive vehicles, including 
new money policies and universal life insurance 
policies. By continuing to develop new and 
competitive products such as these, life insurers 
may be able to retain their share of the personal 
savings market in Canada. 

The impact of acquired immune deficiency 
syndrome (AIDS) on insurance liabilities does not 
represent a significant potential weakness for this 
industry. The Canadian life and health insurance sub- 
sector appears to be in a good position to satisfy 
all anticipated AIDS-related claims originating with 
current policyholders. It is developing standards 
to screen policy applicants for the AIDS virus. New 
company underwriting guidelines include AIDS 
testing, which will limit the sub-sector's future 
exposure. Rates that include the additional hazard of 
undetected AIDS exposure may have to be adopted 
in future. At this time, the industry does not foresee 
insoluable problems associated with this disease. 


Property and Casualty 

Because property and casualty insurers in 
Canada are controlled largely by non-residents, they 
have not been active in foreign markets. About 
two percent of the 1987 total premium volume was 
written outside of Canada, and most of this foreign 
business was written as an accommodation to 
Canadian policyholders. Most foreign-controlled 
Canadian companies were established to operate 
only in Canada. Canadian-controlled companies are 
small by international standards, and few have 
developed the expertise required to penetrate a 
foreign market in which local and regional factors 
play important roles. 

The property and casualty sub-sector relies 
heavily on reinsurance to spread risks over a large 
capital base. Without adequate, reasonably priced 
reinsurance, there is not sufficient capital committed 
to the Canadian market to cover Canadian risks. The 
reinsurance industry is international. Access to the 
reinsurance market is Subject to price and availability 
cycles, as well as international influences such as 
exchange rate fluctuations, worldwide losses and the 
international perception of Canada and the United 
States as one North American market. External 
factors affecting the international reinsurance market 
can and have reduced the availability and increased 
the price of property and casualty insurance in 
Canada, adding to consumer dissatisfaction with 
the industry. 
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Trade-related Factors 

Tariff barriers and other goods-related trade 
provisions do not generally apply to services; instead, 
the trade impediments are often regulatory. As a 
result, the main market access issues for service 
industries are transparency, national treatment, right 
of establishment, non-discriminatory accreditation 
procedures and labour mobility. 

Transparency ensures that government measures 
affecting service industries are developed and 
maintained in a clear and predictable manner and that 
information on such measures is readily accessible 
and made known to all interested parties on an equal 
basis. National treatment generally requires that 
government measures affecting a particular service 
treat both foreign and domestic providers of that 
service equally. Right of establishment allows 
foreign investors to open and operate branches, 
agencies, subsidiaries or representative offices, 
subject to regulatory considerations. 

There are no tariff barriers on trade in insurance 
services between Canada and the United States and 
few, if any, disputes affecting this industry. A recent 
study by the Organization for Economic Co-operation 
and Development (OECD) indicates that the barriers 
to trade in insurance established by most member 
countries are not significantly more exacting than 
those imposed by the United States and the United 
Kingdom, countries in which Canadian life insurance 
companies have long operated successfully. 
Similarly, Canadian requirements for non-resident 
insurance companies are no more restrictive than 
British or American ones. 

The major difficulty for Canadian insurance 
companies in the United States is that they must 
receive separate authorizations from each state in 
which they wish to operate. The requirements for 
such authorizations vary from state to state anda 
company may have to spend a considerable amount 
of time and money to obtain them. They do not 
constitute a barrier to trade, however, and are not 
critical to the competitiveness of the Canadian 
insurance industry in the American market. Canadian 
legislation, on the other hand, requires only that 
foreign insurance companies register under federal 
legislation, after which provincial licences can be 
readily obtained. 

Some foreign life insurance companies have 
complained that the 10/25 percent foreign ownership 
limit on Canadian-controlled life insurance companies 
is too restrictive. Although non-resident insurers 
are permitted branch operations in Canada, the 
10/25 percent foreign ownership limitation prevents 
them from expanding through the acquisition of an 
existing Canadian-controlled life insurance firm. 
(Canadian investors are not limited to a 10-percent 
ownership of life insurance companies.) 


Both the American and the Canadian life and 
health insurance industries favour the Canada-U.S. 
Free Trade Agreement (FTA) as a means of ensuring 
continued free access for their companies to both 
markets. Insurance is covered in chapter 14, which 
deals with general services, rather than chapter 17, 

a separate chapter on financial services. However, 
chapter 17 provisions will exempt U.S. investors 
from the 10/25 percent limit on foreign ownership 
of Canadian-controlled life insurance companies. 
This measure will allow U.S. investors to acquire a 
Canadian-controlled life insurance company subject 
only to the limitation of the Investment Canada Act. 

Insurance companies, unlike the financial 
institutions covered in chapter 17, will have recourse 
in the dispute-settlement process for their core 
insurance services. Chapter 15, which deals with the 
temporary entry of business people, allows reciprocal 
border access for professionals who wish to perform 
their services temporarily in the other country. 
Insurance companies will benefit from this provision, 
as it will be easier to move personnel between their 
Canadian and U.S. operations. 


Technological Factors 

The insurance business presents many 
opportunities to apply information technology. The 
central offices perform a large number of routine 
clerical tasks — a Situation ideally suited for the 
application of electronic data processing (EDP) 
technology. The industry also computes massive 
actuarial tables — another routine task well suited for 
EDP. The insurance industry was, therefore, one of 
the first service industries to apply EDP technology 
to its business and office procedures. 

The industry has undergone two distinct 
technological changes. The first was in the early 
1970s when large, mainframe computers came into 
extensive use throughout the industry. They resulted 
in a sharp decline in processing costs, a scaling back 
of employment and a centralization of clerical 
functions at head offices. Regional and agents’ 
offices could now be plugged into the companies’ 
central data processing system. 

The second change occurred in the early 1980s 
as low-cost mini- and microcomputers made their 
way into the offices of both small and large firms. 
They dramatically reduced the price of computing 
power and operating costs. Lower computing 
costs also increased the use of real time network 
communication systems by medium and small- 
sized firms. 

The adoption of electronic technologies by the 
insurance industry, and particularly by the life and 
health sub-sector, has increased productivity in a 
wide range of labour-intensive information processing 
operations. The greater use of computers, together 
with optical character recognition equipment, 
microfilm technology and related innovations, has 
significantly reduced unit labour costs in data storage 
and retrieval, computations, billings and claim 
processing, as well as bids and proposals. 
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At present, the Canadian insurance industry's 
application of EDP is comparable to that of its 
U.S. counterparts. The pressure to apply new 
technologies to the remaining corporate functions 
(e.g., sales, actuarial and management) will 
continue between now and the early 1990s. As 
a result, new and innovative products will allow 
the industry to improve customer services in 
competition with other financial institutions for 
a share of personal savings. 

One objective in the use of new technology 
has been to improve the productivity and efficiency 
of insurance companies. This has been achieved. 
Canadian life insurance firms have not only maintained 
their dominant position but also increased their 
domestic market share. As well, they have remained 
successful in their foreign operations. More than 
44 percent of Canadian-controlled life insurance 
business took place outside Canada. 


3. Evolving Environment 


On December 18, 1986, the Minister of State for 
Finance issued a policy paper entitled New Directions 
for the Financial Sector. |t proposed changes which 
would allow banks, trust companies, insurance 
companies and securities firms to compete more 
freely for shares of the financial services market. 

At the same time, however, federal proposals 
acknowledged the need for greater regulatory powers 
and tougher rules for corporate self-government. 

These proposals are being discussed with the 
industry but, to date, legislation to implement them 
has not been finalized. Although discussions are 
expected to result in some modification of the 
original proposals, the general thrust of the policy 
paper is in keeping with changes occurring in 
financial services markets both domestically 
and internationally. 

In essence, these proposals would break down 
traditional barriers among financial institutions and 
allow the development of diversified financial service 
companies by expanding their current business 
powers. Federal financial institutions and their 
subsidiaries would be able to offer a full range of 
financial services. Large institutions would be 
required to expand into new businesses by 
establishing new subsidiaries rather than acquiring 
existing institutions. Major life insurance companies 
could become part of this category, a classification 
which would limit their opportunity to grow rapidly 
through acquisitions. 


INSURANCE 


Provincial governments also play a role in 
financial reform, as they have jurisdiction over 
provincially incorporated trust companies, insurance 
companies, credit unions and securities dealers. 
Several provinces plan to review their legislation. 
There appears to be a general trend towards 
expanding the business powers of provincially 
incorporated financial institutions. Provincial policies 
could influence market developments such as 
networking and one-stop financial centres because 
each province sets the licensing requirements of 
the sales staff in that province. This power could 
influence the marketing plans of financial institutions. 

The tax reform measures introduced by the 
federal government will result in higher corporate 
taxes. The proposed national sales tax has not been 
finalized yet, and the way it will affect the insurance 
industry has not yet been determined. Discussions 
between the Department of Finance and the 
insurance industry continue. 

Tax reform will change the basis for calculating 
the taxable income of property and casualty 
insurance companies. A deduction from income 
for claims reserves will now be allowed at the 
discounted present value of the claim rather than at 
its full value. This measure will eliminate the major 
tax deferral previously available to the industry. 

The impact of this change will be felt most 
heavily by companies writing large amounts of liability 
and similar lines of insurance whose reporting and 
payment of claims may be delayed for some years. 
The industry is concerned that this method of 
calculating claims reserves, which is not acceptable 
to regulatory authorities at this time, will result in an 
understatement of claims reserves and a deterioration 
in the financial condition and solvency margins 
of the industry. 

The life and health insurance sub-sector is 
concerned that, if the costs of its products rise 
in relation to savings vehicles of other financial 
institutions, the new tax measures will erode its 
competitive position. The sub-sector is also 
concerned that, under the final tax measures, it may 
end up paying a disproportionately high level of taxes 
compared to other financial institutions. 

Another major concern for the life and health 
insurance sub-sector is the near-term likelihood of 
slow growth in sales of its traditional line of life 
insurance in the domestic market. First, the life 
insurance market (as distinct from annuities) has 
reached the near-saturation point. Canada ranks 
second only to Japan in ownership of life insurance 
as a percentage of national income. Second, smaller- 
sized families and two-income families have smaller 
insurance needs. To maintain its growth, therefore, 
this sub-sector must diversify either into products 
which do not have the high profit margins of its 
traditional life insurance line, or into foreign markets. 


8 INDUSTRY PROFILE 


The operation of Canadian-controlled life 
insurance companies has been reasonably successful, 
particularly in foreign markets where their net income 
is reported to be rising faster than in Canada. They 
are expected to make this adjustment reasonably 
well and continue to look forward to steady growth in 
income and profits, especially in the United States, 
where they are already well positioned. 

Another evolutionary factor likely to affect 
insurance carriers significantly is the emergence of 
the concept of the financial supermarket. This is one- 
stop shopping for advice on insurance, pensions, tax 
planning and short-term investment strategies. Some 
large companies have already placed themselves 
in a position to provide these comprehensive 
financial services, including the parents of several 
large insurance companies. Some smaller firms, 
however, may find it necessary to form larger units 
to compete successfully against the emerging 
financial conglomerates of the future. These larger 
Canadian insurance units would certainly improve 
their competitive position — domestically 
and internationally. 

The emergence of diversified financial service 
companies accompanied by a rationalization of the 
number of firms would also strengthen the Canadian- 
owned property and casualty insurance sub-sector. 
These companies would not only provide additional 
capital but also achieve economies of scale that 
could increase its competitiveness. 

In Canada, the industry is divided into life and 
health and property and casualty sub-sectors. Most 
of the world's largest insurance companies are, 
however, multi-line insurers, providing both life and 
property and casualty insurance products, either 
through a single company or through companies 
linked by common ownership and corporate identity. 
The diversified financial service companies will 
encourage this type of integration of the 
Canadian industry. 


4. Competitiveness 
Assessment 


Life and Health 

The life and health insurance sub-sector is highly 
competitive with its foreign-owned counterparts, 
both domestically and internationally, in a broad 
range of life and health insurance products. It is 
likely to remain so. Competition for personal savings, 
however, especially from banks and trust and loan 
companies, will increase as re-regulation and 
changes in the tax regime work their way through 
the financial system. This process, along with other 
previously mentioned factors, may mean that life 
insurance firms will find themselves competing 
for a share of a shrinking market. The five major 
companies have already achieved significant stature 
in the United States, where they are doing more 
business than is done in Canada by foreign life 
insurance companies. 
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The life and health sub-sector has undergone For further information concerning the subject 
rapid structural change in recent years in response to matter contained in this profile, contact: 
changes in the economic environment. As a result, 
its Companies have succeeded in rationalizing as well Service Industries and Consumer Goods 
as developing new structurally innovative products. Branch 
Canadian life insurers are recognized as adept at Industry, Science and Technology Canada 
managing these changes. They are well positioned Attention: Insurance 
in the U.S. market and expect to maintain their 235 Queen Street 
performance in the years ahead. Ottawa, Ontario 

K1A OH5 
Property and Casualty 
The property and casualty insurance sub-sector (613) 954-2969 


is also competitive domestically. Canadian-controlled 
companies have maintained their market share in 
competition with much larger foreign-owned 
competitors. In 1987, the largest Canadian-owned 
property and casualty company reported total 
premium revenues of $0.7 billion — only one other 
company in the Canadian industry reported premium 
revenues in excess of $0.5 billion. In the United 
States, the 10 largest companies each reported 
premium revenues of more than $2 billion in 1987. 
Each of these companies Is part of a large diversified 
financial services company. 

The development of this type of corporate 
structure In Canada could increase the size and 
competitiveness of Canadian-controlled property 
and casualty insurance companies in the domestic 
market. It could also encourage the development of 
foreign operations through links with the domestic 
life and health sub-sector. 
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Life and Health 
SIC(s) COVERED: 731 (1980) 


1983 1984 1985 1986 1987 

Companies 170 169 167 169 165 

Employment ('000) 59 59 62 61 65 
Revenue ($ millions) * 

(total worldwide) 24100 27000 32900 36800 40800 

Premiums ($ millions) 14900 17.500  ~20:500 23.500» °27 300 

Other ($ millions) 9 200 9500 12400 13300 13500 


1983 1984 1985 1986 1987 

Exports (premiums outside 

of Canada) ($ millions) 4 200 5 400 6 000 8 100 9 600 
Imports ($ millions) N/A N/A N/A N/A N/A 
Domestic premium revenue 

($ millions) 10700 I2Z10QO IA S00) I 400) . 17 700 
Foreign premium receipts 

as % of revenue 28 31 29 34 35 
Market share held by Canadian- 

controlled companies - % 78 WH 80 83 83 


Sie 


Atlantic Quebec Ontario Prairies BG 
Employment - % of total 4 21 55 14 6 
Revenue - % of total 6 25 46 14 9 


(continued) 
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VY 


MAJOR FIRMS _ 


Employment® Headquarters of 


Name Ownership in Canada Major Firms 
Sun Life Assurance Co. of Canada Canadian (M) 4 400 Toronto, Ontario 
The Manufacturers Life Ins. Co. Canadian (M) 4 100 Toronto, Ontario 
The Great-West Life Assurance Co. Canadian (S) 3 800 Winnipeg, Manitoba 
The Mutual Life Assurance 

Company of Canada Canadian (M) 3 800 Waterloo, Ontario 
Confederation Life Insurance Co. Canadian (M) 2 500 Toronto, Ontario 
The Canada Life Assurance Co. Canadian (M) 2 600 Toronto, Ontario 
London Life Insurance Company Canadian (S) 5 200 London, Ontario 
Crown Life Insurance Company Canadian (S) 1 800 Toronto, Ontario 


Headquarters 


The Canadian Life and Health 
Insurance Association Inc. Toronto, Ontario 


* Includes premiums written by Canadian-controlled companies outside of Canada 
M Mutual company owned by policyholders 
S Stock company owned by shareholders 
e ISTC estimate 
N/A Not available 


Sources: Canadian Life and Health Insurance Facts - Various editions, Canadian Life and 
Health Insurance Association Inc. Information provided by the Office of the Superintendent 
of Financial Institutions 
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Property and Casualty 
SIC(s) COVERED: 733 


INDUSTRY PROFILE 


1983 1984 1985 1986 1987 
Companies 351 350 350 349 342 
Employment ('000) 113 114 114 116 118 
Revenue ($ millions) 

(total worldwide) It. OS0n8) 12592001 2.37 (eo SAO. Ss 
Premiums ($ millions) 9740" 10823.) 11-242. 13-5245) 14719 
Other ($ millions) 1 296 1 369 1629 Tow 2 069 
Net income ($ millions) 740 362 383 1 004 Viss 
Canadian market ($ millions) 9740) NOlS23 5 12425 13 S245 4 AO 
Market share held by Canadian- 

controlled companies — % 34 3S SS 36 Si}! 


Atlantic Quebec Ontario Prairies BiG 
Employment - % of total 7 BS) 38 19 7 
Revenue - % of total 6 26 41 16 11 
Canadian 
Employment® Headquarters of 
Name Ownership in Canada Major Firms 
Royal Insurance Company of Canada British 1 885 Toronto, Ontario 
Co-operators General Insurance Co. Canadian 2 560 Guelph, Ontario 
Economical Mutual Insurance Co. Canadian 750 Kitchener, Ontario 
Zurich Insurance Company Swiss 965 Toronto, Ontario 
Phoenix Continental Group* American, 
British 992 Toronto, Ontario 
The Non-Marine Underwriters, 
Members of Lloyds British N/A Montréal, Quebec 


(continued) 
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ASSO 


Headquarters 
The Insurance Bureau of Canada Toronto, Ontario 
The Insurers Advisory Council Toronto, Ontario 
The Association of Canadian Insurers Toronto, Ontario 


* Employment includes independent agents and adjusters 
e ISTC estimate 
N/A Not available 


Sources: Facts of the General Insurance Industry in Canada - Various editions - Insurance 
Bureau of Canada. 

Annual Report of the Superintendent of Financial Institutions, Abstract of Statements of 
Property and Casualty Insurance Companies, 1983-1986, Office of the Superintendent of 
Financial Institutions. 
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